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Transcript of Telephone Conference Call of 

April 12, 1991 


CHAIRMAN GREENSPAN. Good morning, everyone. It has been 
2-1/2weeks since we had our last FOMC meeting and I had tentatively
planned to have a telephone conference sometime next week just for a 
general review. But an event is occurring today that may push us into 
an uncomfortable position and I think the guidance of the Committee 
overall is going to be quite important as to how we behave. The CPI 
that will be released this morning is going to be better than market 
expectations. That. obviously. will not be reported until 8 : 3 0  this 
morning. That is probably going to cement expectations, which are 
pretty general at this stage, that we are in the process of moving [to 
an easier policy]. And there is a sense that market participants
increasingly are saying that they are less and less concerned about 
the consequences of our moving and more and more comfortable. Twenty-
four hours ago. as Tom Melzer knows, I frankly would have preferred 
not to do anything. But we are potentially in a position at this 
stage where if we don’t move, the markets could break. Having stiffed 
them several times in the last week, it’s the type of situation that 
raises the degree of risk. But the point at issue here is: Are we 
willing to take that risk? And more importantly: What are the 
broader aspects of the underlying economic structure? 

On the positive side. clearly, are the initial claims data 
that came out yesterday. While the BLS figures were extremely
exaggerated, even our adjusted data. which pick up Good Friday, show 
an important turn. And even though the retail sales figures for March 
were weak, the revision for the February data was clearly significant.
Yesterday, I thought the markets would view that as a significant turn 
and when the markets rallied as they did I was of the impression that 
what we were looking at was an economic cycle rally and not a Fed 
expectations rally. When I got back here in the evening and looked at 
all the reports, it was clearly the other way around. What I’d like 
to do is briefly review my impressions of what has been happening over 
the last several weeks--and there have been a number of changes--and
then go around the table. so to speak, to get the impressions of the 
rest of the Committee. 

On the positive side, the fact that unit labor costs clearly

have been subdued is now being verified by prices. M2 has slowed its 

rate of increase again, although we may be running into seasonal 

problems. The exchange rate obviously has moved up. On the side of 

the economy overall, I think we have a divergence: We still get some 

anecdotal evidence that residential real estate is moving up but 

industrial orders, as best I can judge, are continuing to sag and are 

getting increasingly gloomy, if one can put it in those terms. It’s 

important at this stage to make judgments, if we were to move, about 

what the costs of moving are. It’s obvious that if we were to move 

and we didn’t need to move--inother words if the economy clearly

started to pick up significantly--wewould have to be prepared to 

reverse and reverse fairly early in the recovery. If we’re prepared 

to do that, frankly I don’t see very much in the way of downside 

market risk in moving. But it really rests upon how people view the 

markets. the changes in confidence, and whether or not the economy is 

in a process of stalling. My increasing impression of recent days is 

that we are making very little progress in the industrial area, in the 

capital goods area. And I do get the impression, having spoken to a 
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number o f  i n d u s t r i a l i s t s  i n  t h e  l a s t  number o f  d a y s ,  t h a t  t h e y  a r e  
g e t t i n g  i n c r e a s i n g l y  ne rvous .  Whether o r  n o t  t h a t  i s  a change of 
s i g n i f i c a n c e  i s  n o t  c l e a r ,  bu t  what i s  ve ry  c l e a r  i s  t h a t  no th ing  very 
much i s  happening .  

S o ,  what I ’ d  l i k e  t o  do i s  t o  s t a r t  o f f  by going  around t h e  
t a b l e  and g e t t i n g  t h e  f i r s t  i n p u t  on recommendations o f  how we t h i n k  
we ought  t o  respond t o  t h e s e  s t a t i s t i c s  t h i s  morning. Our c h o i c e ,  a s  
b e s t  a s  I can  s e e  a t  t h i s  s t a g e ,  i s  t o  do n o t h i n g  o r  c o n c u r r e n t l y  t o  
move t h e  d i s c o u n t  r a t e  down by 50 b a s i s  p o i n t s  w i th  probably  a 25 
b a s i s  p o i n t  f e d e r a l  funds  r a t e  pas s th rough .  I ’ d  be c u r i o u s  t o  g e t  
p e o p l e ’ s  v iews .  Vice Chairman, could  you add t o  any th ing  I s a i d ?  

V I C E  CHAIRMAN CORRIGAN.  I d o n ’ t  know about  o t h e r  Banks 


MR. LAWARE. I’m g e t t i n g  a l o t  o f  s t a t i c  t r y i n g  t o  h e a r  you 

from t h e  West Coas t .  

MR. BOEHNE. The same on t h e  E a s t  Coas t .  


V I C E  CHAIRMAN CORRIGAN.  Wel l .  l e t  m e  t r y  t o  be heard  a s  b e s t  

I c a n .  I .  f o r  one ,  would f a v o r  a 1 / 2  p o i n t  d i s c o u n t  r a t e  c u t  and a 
1 / 4  p o i n t  funds  r a t e  r e d u c t i o n .  I f ee l  t h a t  way f o r  t h r e e  r e a s o n s .  
F i r s t  o f  a l l .  I j u s t  d o n ’ t  s e e  much a t  a l l  i n  te rms  of t h e  economy 
p r e s e n t l y ,  e s p e c i a l l y  i n  t h e  i n d u s t r i a l  s e c t o r .  If a n y t h i n g ,  I g e t
t h e  f e e l i n g  from people  t h a t  a t t i t u d e s  i n  t h e  i n d u s t r i a l  s e c t o r  
a c t u a l l y  have s l i p p e d .  The second r eason- -and  t h i s  i s  something I 
mentioned a t  t h e  l a s t  Committee meet ing  bu t  it was very  s t r o n g l y
confirmed t h i s  weekend a t  t h e  B I S  m e e t i n g - - i s  t h a t  a c t i v i t y  i n  t h e  
i n d u s t r i a l  world i s  c l e a r l y  s l i p p i n g  a c r o s s  t h e  boa rd .  And t h a t  h a s  
q u i t e  i m p o r t a n t  i m p l i c a t i o n s  f o r  n e t  e x p o r t s .  Going around t h e  t a b l e  
a t  t h e  B I S  on Monday, f o r  example. 6 o f  t h e  11 c o u n t r i e s .  i n c l u d i n g
S w i t z e r l a n d .  r e p o r t e d  t h a t  a s  o f  r i g h t  now t h e i r  GNP was d e c l i n i n g .  
And a l l  o f  t h e  o t h e r  f i v e .  i n c l u d i n g  Japan  and Germany. r e p o r t e d  what 
I c o n s i d e r  t o  be s i g n i f i c a n t  s lowing  r e l a t i v e  t o  what t h e y  had t o  s a y  
f o u r  o r  f i v e  months ago.  The t h i r d  f a c t o r  t h a t  i s  lodged i n  my mind 
i s  t h i s  marke t  e x p e c t a t i o n s  i s s u e .  P e t e r  S t e r n l i g h t  t e l l s  m e  t h a t ,  
g iven  t h e  C P I .  t h e r e  w i l l  be a v i r t u a l  c rescendo of op in ion  t h a t  we 
w i l l  be [ e a s i n g ]  and t h a t  if we d o n ’ t  move, people  w i l l  s ay  t h a t  t h e  
r eason  w e  h a v e n ’ t  moved i s  because  o f  a l l  t h e s e  p r e s s  r e p o r t s  o f  
d i s s e n t s .  So .  i n  a l l  t h o s e  c i r cums tances  and g iven  t h e  much b e t t e r  
p r i c e  numbers.  I do ve ry  much f a v o r  a 1 / 2  p o i n t  r e d u c t i o n  i n  t h e  
d i s c o u n t  r a t e  and a 1 / 4  p o i n t  r e d u c t i o n  i n  t h e  funds  r a t e .  A s  t o  t h e  
Chairman’s l a s t  p o i n t ,  I wouldn’ t  be t h e  s l i g h t e s t  b i t  h e s i t a n t  about  
r e v e r s i n g ,  and r e v e r s i n g  e a r l y ,  i f  t h a t  were n e c e s s a r y .  

MR. SYRON. Th i s  i s  Dick Syron.  If I could  j u s t  r e p o r t :  We 
had ou r  d i r e c t o r s ’  meet ing  l a t e  y e s t e r d a y  w i t h  some o t h e r  b u s i n e s s  t o  
c o n s i d e r .  I was q u i t e  s t r u c k ,  I might  s a y  n o t  j u s t  a t  t h e  margin.  by 
a s h i f t  i n  p e o p l e ’ s  f e e l i n g s  back t o  [ t h e  views t h e y  held1 p r e v i o u s l y ,
maybe a c o u p l e  of meet ings  ago.  People  were beg inn ing  t o  s e e  some 
[ s i g n s  o f  improvement] b u t  I t h i n k  t h e r e ’ s  a s t a l l  i n  t h a t  f e e l i n g .  
We do have some c a p i t a l  goods p roduce r s  and t h i s  view i s  ve ry  s t r o n g l y  
r e f l e c t e d  t h e r e ,  p a r t i c u l a r l y  i n  t h e  e l e c t r o n i c s  a r e a .  A l s o ,  t h e r e  i s  
a change i n  conce rns  obv ious ly  on t h e  consumer s i d e .  and a r e a l  
s o f t e n i n g  i n  e x p o r t s .  i n c l u d i n g  e x p o r t s  o f  d e f e n s e  goods.  was 
mentioned by a couple  of peop le .  S o .  I t h i n k  t h a t  we do have a 
[ s h i f t ]  h e r e  i n  t h a t  some of t h e  immediate postwar  euphor i a  t h a t  we 



! 4 /12 /91  - 3 -

t h o u g h t  was go ing  t o  p r o v i d e  a b i t  o f  a k i c k  may be waning and we may
r e a l l y  be a t  a v e r y  t e n d e r  p o i n t  i n  t e r m s  of  whether  [ t h e  expans ion]  
c a t c h e s  on o r  n o t .  S o ,  I would f a v o r  moving i n  t h e  d i r e c t i o n  t h a t  you 
recommend: your  p o i n t  i s  v e r y  w e l l  t a k e n ,  t hough .  t h a t  a l l  of  us 
s h o u l d  make a r a t h e r  e x p l i c i t  commitment t o  each  o t h e r  t h a t  w e  have a 
w i l l i n g n e s s  t o  s h i f t  q u i c k l y  a s  t h i n g s  do c a t c h  on.  I n  my own view 
t h a t  move would be  most a p p r o p r i a t e  n o t  by moving t h e  d i s c o u n t  r a t e  
back up b u t  by moving t h e  funds  r a t e  up t o  m a i n t a i n  some s p r e a d
between t h e  d i s c o u n t  r a t e  and t h e  funds  r a t e  a s  we go ahead .  

CHAIRMAN GREENSPAN. Okay. 

MR. KEEHN. Mr. Chairman. t h i s  i s  S i  Keehn i n  Chicago. I 
a g r e e  comple t e ly  w i t h  t h e  p r o p o s a l  t h a t  you’ve  made. My s e n s e  of it 
i s  t h a t  a t t i t u d e s  were somewhat b e t t e r  a f t e r  t h e  c e a s i n g  of  
h o s t i l i t i e s  b u t  t h a t  some o f  t h a t  e u p h o r i a  i s  now beg inn ing  t o  
d i s s i p a t e .  And c e r t a i n l y  t h e  u n d e r l y i n g  economic d a t a  coming out  of 
t h e  i n d u s t r i a l  s e c t o r  have n o t  y e t  begun t o  show t h e  improvement t h a t  
we would e x p e c t .  S p e c i f i c a l l y .  I might  comment on t h e  s t e e l  i n d u s t r y .  
We had a mee t ing  of o u r  l o c a l  economis ts  y e s t e r d a y  and t h e  
r e p r e s e n t a t i v e s  o f  t h e  s t e e l  i n d u s t r y  r e p o r t e d  s i g n i f i c a n t  and new 
weakness i n  t h e i r  i n d u s t r y .  They a r e  now o p e r a t i n g  a t  r a t e s  of about  
7 0  p e r c e n t  and t h a t ’ s  down q u i t e  c o n s i d e r a b l y  from l e v e l s  a l i t t l e  
e a r l i e r  i n  t h e  y e a r .  T h e i r  e x p e c t a t i o n  i s  t h a t  sh ipments  i n  t h e  f i r s t  
q u a r t e r  w i l l  come i n  about  9 p e r c e n t  lower  t h a n  l a s t  y e a r .  So .  
c l e a r l y ,  i n  t h a t  a r e a  t h e r e  i s  c o n t i n u i n g  weakness .  And I s e n s e  from 
t a l k i n g  t o  o t h e r  p e o p l e  t h a t  t h a t ’ s  a f a i r l y  p e r v a s i v e  comment. 

MR. FORRESTAL. M r .  Chairman, t h i s  i s  Bob F o r r e s t a l .  Based 
on what I ’ v e  been s a y i n g  a t  t h e  l a s t  c o u p l e  o f  mee t ings .  I ’ m  s u r e  it 
won’t  be  any s u r p r i s e  t o  you t h a t  I a g r e e  e n t i r e l y  w i t h  your
p r e s c r i p t i o n  f o r  a d rop  i n  t h e  d i s c o u n t  r a t e  and a contemporaneous 25 
p e r c e n t a g e  p o i n t  d r o p  i n  t h e  f u n d s  r a t e .  Eve ry th ing  t h a t  I h e a r  
c o n f i r m s  what h a s  been s a i d  by o t h e r s  t h i s  morning. The i n d u s t r i a l  
s e c t o r  i n  t h i s  p a r t  of  t h e  c o u n t r y  c o n t i n u e s  t o  be q u i t e  weak. We’re 
n o t  s e e i n g  any p a r t i c u l a r  i n c r e a s e  i n  consumer spend ing .  I n  f a c t ,  
consumers seem t o  be  wor r i ed  about  t h e  f u t u r e ,  about  t h e  employment
s i t u a t i o n .  A s  I ment ioned a t  t h e  l a s t  m e e t i n g ,  I .  t o o ,  am q u i t e  
concerned  abou t  t h e  performance o f  our  t r a d i n g  p a r t n e r s  abroad and t h e  
e f f e c t  on o u r  e x p o r t  s e c t o r .  S o .  I t h i n k  t h e  t i m e  i s  r i g h t  and I see 
r e a l l y  v e r y  l i t t l e  r i s k  i n  moving a t  t h i s  t ime .  With t h e  i n f l a t i o n  
numbers t h a t  have come o u t ,  we have t h i s  window of o p p o r t u n i t y  t o  
move. We have t h e  f o r e i g n  exchange s i t u a t i o n  on our  s i d e  a s  w e l l  a t  
t h i s  p a r t i c u l a r  t i m e .  So .  I would hope t h a t  w e  would be  a b l e  t o  move 
p rompt ly .  J u s t  go ing  back t o  what J e r r y  s a i d - - a n d  t h i s  perhaps  i s  a 
g r a t u i t o u s  comment t h a t  I s h o u l d n ’ t  make--1  would v e r y  s t r o n g l y  hope
t h a t  i n  t h i s  p a r t i c u l a r  c i r cums tance .  g i v e n  a l l  t h e  p u b l i c i t y ,  t h a t  we 
would be  a b l e  t o  move i n  a f a i r l y  u n i t e d  way. 

MR. ANGELL. Wayne Angel1 [ i n  Ot t awa ,  Kansas ] .  I ’ m  ve ry
i n t e r e s t e d  i n  what I ’ m  h e a r i n g .  I guess  I ’ m  go ing  t o  e x p r e s s  a [no te l
of c a u t i o n  and a r e a l  p r e f e r e n c e  n o t  t o  move a s  t h e  rest  of you
[ u n i n t e l l i g i b l e . ]  I t  seems t o  me t h a t  f o r  t h e  l a s t  s i x  months we have 

made c o n s i d e r a b l e  [ e a s i n g ]  moves i n  a n t i c i p a t i o n  of t h e s e  numbers t h a t  
w e ’ r e  g e t t i n g .  What w e ’ r e  do ing  t o d a y  i s  r e a l l y  i n  a n t i c i p a t i o n  o f  
where t h e  economy w i l l  be i n  t h e  t h i r d  and f o u r t h  q u a r t e r s .  And I ’ m  
somewhat t r o u b l e d  by t h e  n o t i o n  t h a t  w e  respond b o t h  i n  a n t i c i p a t i o n  
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and t h e n  w e  a l s o  respond on a n  economic announcement,  which I f i n d - 
can  you h e a r ?  

CHAIRMAN GREENSPAN. Yes. 

MR. ANGELL. Okay. I f i n d  it t o  be somewhat d i s c o n c e r t i n g
t h a t  we would i n  a s e n s e  l e t  market e x p e c t a t i o n s  d r i v e  u s  on days  of  
announcements .  [ U n i n t e l l i g i b l e ]  t h e  s t o c k  marke t  moves up.  But I 
d o n ’ t  s e e  how we can  a f f o r d  t o  t i m e  o u r  moves on [ t h e  d i s c o u n t  r a t e ]  
o r  t h e  f e d  f u n d s  r a t e  based upon when t h e  marke t s  e x p e c t  us t o  move. 
The bond m a r k e t s  obv ious ly  h a v e n ’ t  moved. Now, t h i s  does n o t  mean 
t h a t  I would n o t  f a v o r  l o o k i n g  a g a i n  i n  a coup le  o f  weeks t o  s e e  what 
t h e  M2 numbers a r e .  I know t h a t  A p r i l  s e a s o n a l  a d j u s t m e n t s  a r e  v e r y  
s u s p e c t .  But i f  w e  were t o  move based  upon t h e  f a c t  t h a t  e i t h e r  a 
t h r e e - m o n t h  growth r a t e  o r  s ix -mon th  growth r a t e  of t h e  M2 i s  
[ u n i n t e l l i g i b l e ]  b u t  I do n o t  s e e  exchange and commodity p r i c e s  o r  
o t h e r w i s e  t h a t  would i n d i c a t e  a p r i c e  [ u n i n t e l l i g i b l e ] .  Commodity
p r i c e s  r e a l l y  a r e  more h o r i z o n t a l  t h a n  a n y t h i n g  e l s e :  and it seems t o  
me t h a t  t h e  w h o l e s a l e  consumer p r i c e  moves t h a t  w e ’ r e  s e e i n g  f o r  t h e  
f i r s t  [ t i m e ]  a r e  t h e  f i r s t  i n d i c a t i o n  o f  what we hope w i l l  be  t h e r e  i n  
l a t e r  months .  I j u s t  have some r e a l  r e l u c t a n c e  t o  go ahead and 
s t e e p e n  t h e  y i e l d  cu rve  a s  much a s  t h i s  may do .  But I may indeed  be 
i n  a m i n o r i t y .  

MR. BLACK. M r .  Chairman. t h i s  i s  Bob B l a c k .  What d i d  M2 do 
e a r l i e r  t h i s  month? Do we have an e s t i m a t e  f o r  A p r i l ?  

MR. K O H N .  Bob, we’ re  e s t i m a t i n g  about  2 - 3 / 4  p e r c e n t  growth 
i n  A p r i l .  We’ve had some minus weeks i n  t h e  f i r s t  h a l f  of  t h e  month 
and ,  a s  t h e  Chairman no ted .  i t ’ s  a v e r y  d i f f i c u l t  month [ t o  a d j u s t ]
s e a s o n a l l y .  But it i s  coming i n  weaker t h a n  w e  had p r o j e c t e d  a t  t h e  
FOMC m e e t i n g .  

MR.BLACK. If it weren ’ t  f o r  t h a t ,  I ’ d  be v e r y  much w i t h  
Governor Angel1  on t h i s .  We had a mee t ing  of o u r  d i r e c t o r s  y e s t e r d a y
and t h e  opt imism of one d i r e c t o r  was o f f  t h e  c h a r t s .  

f o r  example,  78 o u t  o f  80  f i rms were r e p o r t i n g  b i g
i n c r e a s e s  i n  s a l e s :  w e  hea rd  very  l i t t l e  i n  t h e  way o f  n e g a t i v e  
comments. However. I do t h i n k  y o u ’ r e  r i g h t .  Mr. Chairman. i n  your  
a s ses smen t  o f  t h e  i n d u s t r i a l  s e c t o r :  That  h a s n ’ t  done much y e t .  But 
u n l e s s  t h e r e  i s  r e a l  weakness i n  M2. I t h i n k  we’ve done e v e r y t h i n g  t o  
p r o v i d e  a l l  t h a t  we need f o r  a r e c o v e r y .  And u n l e s s  t h i s  slowdown we 
t h i n k  we see i n  A p r i l  i s  permanent .  I t h i n k  w e  w i l l  r e g r e t  a move now. 

MR.  PARRY. Th i s  i s  Bob P a r r y  i n  San F r a n c i s c o .  I d o n ’ t  
t h i n k  t h a t  i n  t h e  l a s t  coup le  of  weeks I ’ v e  d e t e c t e d  much v a r i a t i o n  
from t h e  g e n e r a l  p a t t e r n  t h a t  we have had i n  t h e  West, which would 
seem t o  s u g g e s t  t h a t  t h i n g s  a r e  j u s t  go ing  a l o n g  a t  a f a i r l y  modest 
pace .  I t h i n k  i t ’ s  a b i t  e a r l y  t o  e x p e c t  much of a n  e f f e c t  i n  t h e  
p u b l i s h e d  s t a t i s t i c s .  When we t a l k  t o  our  d i r e c t o r s  we s t i l l  g e t  a 
f a i r l y  mixed b a g - - I ’ d  s a y  somewhat [ a l o n g  t h e  l i n e s ]  of what Bob s a i d .  

MR. STERN. We c a n ’ t  hea r  you i n  Minneapo l i s .  

MR. PARRY. Anyone e l s e ?  

SEVERAL. Yes.  we can  h e a r .  
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MR.  PARRY. We had some i n d i c a t i o n  o f  a p ickup i n  t h e  r e t a i l  
a r e a  b u t  n o t  much p ickup i n  t h e  r e s i d e n t i a l  h o u s i n g  a r e a .  [On 
b a l a n c e . ]  i t ’ s  ha rd  t o  s a y .  My p r e f e r e n c e  would be  t o  s t a y  where we 
a r e ,  a l t h o u g h  I r e a l l y  wouldn’t  r a i s e  s e r i o u s  o b j e c t i o n s  t o  t h i s  
move. 

MR. BERNARD. Excuse me. Bob P a r r y ,  c o u l d  you r e p e a t  t h a t  
l a s t  s e n t e n c e .  p l e a s e ?  

MR. PARRY. Yes. I s a i d  t h a t  my p r e f e r e n c e  probably  would be 
n o t  t o  do a n y t h i n g  and t o  w a i t  and s e e  how t h i n g s  deve lop .  But I 
would n o t  r a i s e  s e r i o u s  o b j e c t i o n s  t o  t h e  p r o p o s a l  of  t h e  Chairman. 

MR.  BOEHNE. T h i s  i s  Ed Boehne. T h i s  i s  t h e  t i m e  i n  t h e  
b u s i n e s s  c y c l e  when w e  always have t h e  dilemma o f  overdoing  e a s e  
v e r s u s  buy ing  t h e  n e c e s s a r y  i n s u r a n c e  t o  make c e r t a i n  t h a t  t h e  
r ecove ry  t a k e s  h o l d .  And one can  neve r  be s u r e  which i s  t h e  r i g h t
c h o i c e .  My s e n s e  i s  t h a t  t h i n g s  a r e  s t i l l  t u r n i n g  around.  There 
c l e a r l y  was a e u p h o r i a  a t  t h e  end of  t h e  war .  My s e n s e  i s  t h a t  we’re  
s t i l l  g e t t i n g  t h e  k i n d s  of  s i g n a l s  t h a t  one would e x p e c t .  even though
t h e y ’ r e  mixed ,  a t  t h e  e a r l y  s t a g e s  of  a r e c o v e r y .  So .  I ’ m  c a u t i o u s  
abou t  making a major  move a t  t h i s  p o i n t .  I t h i n k  one o f  t h e  r easons  
t h a t  we have  been s u c c e s s f u l  i n  monetary p o l i c y - - m o r e  s o  i n  r e c e n t  
y e a r s  t h a n  I t h i n k  i n  r e c e n t  d e c a d e s - - i s  t h a t  we have t r i e d  t o  
a n t i c i p a t e  a t  moments l i k e  t h i s .  Ra the r  t h a n  making d r a m a t i c  moves. 
we have t e n d e d  t o  make more modest and more f r e  u e n t  moves. If  we do 
move. I would be  more comfor t ab le  w i t h  j u s t  a 174 p o i n t  d rop  i n  t h e  
f e d e r a l  f u n d s  r a t e  and no change i n  t h e  d i s c o u n t  r a t e .  I d o n ’ t  t h i n k  
t h e  t e c h n i c a l  r e a s o n s  a r e  s o  overwhelming t h a t  w e  c a n ’ t  run  a p e n a l t y
d i s c o u n t  r a t e  f o r  a w h i l e .  I t h i n k  t h a t  k ind  o f  move cou ld  v e r y  w e l l  
have a f a v o r a b l e  e f f e c t  on t h e  bond market  i n  t h a t  it would show t h a t  
we want t o  buy a l i t t l e  more i n s u r a n c e  b u t  w e ’ r e  c a u t i o u s  about  
f u r t h e r  moves. I t  would demons t r a t e  t h a t  w e ’ r e  s e n s i t i v e  t o  t h e  
c u r r e n t  s i t u a t i o n  b u t  we’ re  a l s o  consc ious  of some o f  o u r  p a s t
m i s t a k e s  o f  ove rdo ing  t h e  e a s i n g  a t  t h i s  p o i n t  [ i n  t h e  c y c l e ] .  S o ,  my
p r e f e r e n c e  would be  e i t h e r  t o  do n o t h i n g  o r ,  i f  you f e e l  l i k e  doing  
someth ing ,  t o  l i m i t  i t  t o  a 1 / 4  p o i n t  on t h e  f e d e r a l  f u n d s  r a t e .  

MR.  SYRON. Ed, I ’ m  s o r r y  t o  b u t t  i n .  T h i s  i s  Dick Syron.
Let  me j u s t  a s k  you a q u e s t i o n  f o r  c l a r i f i c a t i o n  on t h a t .  I s h a r e  
your  view t h a t  we’ re  a t  a p o i n t  where i t ’ s  u s u a l l y - - b u t  maybe more s o  
i n  t h i s  c a s e - - h a r d  t o  know e x a c t l y  what t o  d o .  S t i l l .  t h e  concern  I 
would h a v e .  and I would be i n t e r e s t e d  i n  your  r e a c t i o n ,  i s  about  
changing  o u r  p rocedures  a t  t h i s  p o i n t ,  p a r t i c u l a r l y  g iven  a l l  t h e  
brouhaha t h a t  h a s  been going  on about  hav ing  t o  change .  I ’ d  be  a 
l i t t l e  conce rned  about  whether  t h a t  g i v e s  o f f  more c o n f u s i n g  s i g n a l s .
I n  o t h e r  words .  a p e n a l t y  d i s c o u n t  r a t e  a t  t h i s  p o i n t - -

MR. BOEHNE. No, we’ve had p e n a l t y  d i s c o u n t  r a t e s  i n  t h e  
p a s t .  I d o n ’ t  happen t o  be i n  my o f f i c e  r i g h t  now. but  I looked  it up 
a f e w  weeks ago and we have had s i t u a t i o n s  i n  r e c e s s i o n s ,  a t  t h e  
t u r n i n g  p o i n t s ,  where we’ve had t h i s  k ind  of  s i t u a t i o n .  A s  f a r  a s  a l l  
of t h i s  most  u n f o r t u n a t e  p u b l i c i t y  t h a t  we have g o t t e n ,  I d o n ’ t  t h i n k  
it h a s  a n y t h i n g  t o  do w i t h  what w e  t h i n k  i s  r i g h t  f o r  t h e  economy.
One i s s u e  h e r e  i s  t h a t  t h e r e  a r e  o n l y  t h r e e  o r  f o u r  Reserve  Banks t h a t  
a r e  i n  f o r  a d i s c o u n t  r a t e  d rop .  And I would t h i n k  t h a t  i f  we a r e  
s e n s i t i v e  abou t  t h a t  s o r t  of t h i n g  and we have a d i s c o u n t  r a t e  c u t  
t h i s  morning when w e  o n l y  have t h r e e  o r  f o u r  Rese rve  Banks i n ,  we’ re  
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go ing  t o  p l a y  more t o  t h a t  k ind  of u n f o r t u n a t e  p r e s s .  If we dropped
t h e  f e d e r a l  f u n d s  r a t e  and we d i d  it i n  t h e  t r a d i t i o n a l  way where t h e  
Chairman s imply  u s e s  h i s  p r e r o g a t i v e .  it seems t o  m e  t h a t  t h a t  would 
be more conducive  t o  a n  e a s i n g  t h a t  w e  cou ld  e x p l a i n .  But i f  we d i d  
b o t h ,  I ’ d  be  t e r r i b l y  conce rned .  

MR. SYRON. I guess  I would be more concerned  about  t h e s e  
e x p e c t a t i o n s  because  it seems t o  me on t h e  s u b s t a n c e .  Ed. t h a t  t h e  
f i r s t  d i r e c t i o n  we’d go i n  would be  t h e  d i s c o u n t  r a t e  even i f  [ t h e
funds  r a t e ]  d i d n ’ t  m i r r o r  t h e  f i r s t  2 5  p o i n t s  o r  s o .  which I happen t o  
f a v o r  d o i n g .  I ’ l l  l e a v e  i t  a t  t h a t .  

MR.  BLACK. T h i s  i s  Bob Black a g a i n .  I t h i n k  Ed Boehne h a s  
made an e x c e l l e n t  speech  and I would j o i n  him on t h e  d i s c o u n t  r a t e .  

MR. STERN. T h i s  i s  Gary S t e r n .  I have some deep
r e s e r v a t i o n s  abou t  t h e  a c t i o n  y o u ’ r e  p ropos ing  a t  t h i s  p o i n t .  A s  Ed 
Boehne p o i n t e d  o u t .  t h e  number o f  Banks i s  one i s s u e .  But beyond 
t h a t .  my view of t h e  economy i s  t h a t  t h e  news we’ve r e c e i v e d  s i n c e  t h e  
l a s t  mee t ing  i s  no worse and may be a b i t  b e t t e r  t h a n  I might  have 
e x p e c t e d .  The a t t i t u d e s  o u t  h e r e  a r e  c l e a r l y  b e t t e r .  Home s a l e s  i n  
t h e  Twin C i t i e s  i n  March, f o r  example.  were t h e  h i g h e s t  i n  any month 
go ing  back  t o  some p o i n t  i n  1988.  I ’ m  n o t  s u r e  t h a t  t h e  bond marke t s  
[ u n i n t e l l i g i b l e ] .  And beyond t h a t ,  I t h i n k  w e  have t o  be  a l i t t l e  
c a r e f u l  abou t  t h e  p r i c e  d a t a  [ u n i n t e l l i g i b l e ]  t h a t  it would be q u i t e  a 
b i t  of working i t s  way i n t o  o t h e r  p r i c e  measu res .  I ’ m  n o t  p r e c l u d i n g  
a t  t h i s  p o i n t  t h a t  it i s  go ing  t o  t u r n  o u t  t o  be a d u r a b l e  phenomenon: 
i t  may e v e n - -

MR. MELZER. T h i s  i s  Tom Melzer .  A lan ,  I hea rd  t h e  same 
a n e c d o t a l  i n f o r m a t i o n  you hea rd  o u t  h e r e  y e s t e r d a y  and I would a g r e e
w i t h  your  [ a s s e s s m e n t ] .  The q u e s t i o n  I had i n  my mind i s :  Has t h e r e  
r e a l l y  been t i m e  f o r  t h e  rebound i n  hous ing  t o  show th rough  t o  t h e  
i n d u s t r i a l  s e c t o r ?  There  a r e  o t h e r  peop le  on t h i s  c a l l  who would know 
t h e  answer t o  t h a t  much b e t t e r  t h a n  I .  I ’ d  a l s o  s a y  t h a t  I wouldn’ t  
r u l e  o u t  t h e  p o s s i b i l i t y  somewhere a l o n g  t h e  l i n e  h e r e  f o r  us  t o  have 
t o  e a s e  f u r t h e r .  a l t h o u g h  I wou ldn’ t  be i n c l i n e d  t o  do a n y t h i n g  now. 
Most of my r e a s o n s  have been e x p r e s s e d .  F i r s t  of a l l .  I ’ m  n o t  
i n c l i n e d  t o  r e a c t  t o  one p i e c e  o f  weekly o r  monthly d a t a :  I t h i n k  
t h a t ’ s  dange rous .  Secondly .  I t h i n k  it cou ld  be a t r a p  of l e t t i n g
market  e x p e c t a t i o n s  l e a d  us  a round.  F i n a l l y ,  and most i m p o r t a n t l y  i n  
my view anyway, t h e  cumula t ive  t h r u s t  of  monetary p o l i c y  o v e r  t h e  l a s t  
t h r e e  o r  f o u r  months h a s  been q u i t e  s t i m u l a t i v e .  I t h i n k  t h a t  h a s  
been v e r y  a p p r o p r i a t e .  But a l l  t h e  a g g r e g a t e s ,  whether  you l o o k  a t  
r e s e r v e s  o r  money o r  wha teve r .  have been s lowing  a t  p r e t t y  r a p i d  
r a t e s .  And i n  g e n e r a l  t h a t  [ s lowing]  h a s  been a c c e l e r a t i n g .  I d o n ’ t  
know how t o  i n t e r p r e t  M2 and I ’ m  a l i t t l e  r e l u c t a n t  t o  r e l y  on our  
p r o j e c t i o n s  o f  what a n  a g g r e g a t e  w i l l  do i n  t h e  f u t u r e .  Anyway, f o r  
t h o s e  r e a s o n s ,  my p r e f e r e n c e  would be t o  do n o t h i n g  r i g h t  now. 

MR. GUFFEY. Mr. Chairman. Roger Guffey .  I had t h e  
o p p o r t u n i t y  o v e r  t h e  l a s t  coup le  of days t o  have d i s c u s s i o n s  w i t h  
d i r e c t o r s  f rom a c r o s s  t h e  D i s t r i c t  a s  w e l l  a s  t o  meet w i t h  r e g i o n a l
businessmen and b a n k e r s .  I t ’ s  f a i r l y  c l e a r  t h a t ,  a t  l e a s t  i n  t h i s  
D i s t r i c t ,  t h e r e  i s  a con t inued  modest improvement i n  o u r  economy and 
v e r y  l i t t l e  s e n t i m e n t  f o r  any f u r t h e r  e a s e .  I t  does  seem t o  me t h a t  
p a s t  monetary  p o l i c y  a c t i o n s  perhaps  have n o t  worked themse lves  
t h r o u g h .  A s  a r e s u l t ,  on b a l a n c e ,  I would n o t  p r e f e r  t h e  a c t i o n  t h a t  
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you have p roposed .  On t h e  o t h e r  hand.  a n o t h e r  1 / 4  p e r c e n t a g e  p o i n t
d o e s n ’ t  b o t h e r  m e  much. provided  we  a r e  c l e a r l y  committed t o  moving
t h e  r a t e  back  up promptly when w e  f i n d  t h a t  t h e  t u r n i n g  p o i n t  has  
indeed  begun t o  s u r f a c e .  I ’ m  r e a l l y  conce rned ,  I suppose  a s  much a s  
a n y t h i n g  e l s e ,  abou t  our  a c t i n g  because  t h e  market  h a s  e x p e c t a t i o n s  
t h a t  we shou ld  a c t .  We should  do what we t h i n k  i s  a p p r o p r i a t e .  And 
i f  w e ’ r e  go ing  t o  move, I would p r e f e r  t o  w a i t  u n t i l  maybe sometime 
toward t h e  end o f  n e x t  week. 

MR. LAWARE. Th i s  i s  John LaWare [ i n  San F r a n c i s c o ] .  I ’ m  no t  
convinced i n  my own mind t h a t  t h e  e f f e c t s  of  a l l  t h e  t h i n g s  we’ve been 
do ing  h e r e  f o r  t h e  l a s t  s e v e r a l  months have been f u l l y  r e f l e c t e d  i n  
t h e  market  i n  t h e  f i r s t  p l a c e .  I n  t h e  second p l a c e ,  I f i n d  it a lmost  
embar ra s s ing  t o  seem t o  be r e a c t i n g  t o  market  e x p e c t a t i o n s  u n l e s s  we 
a r e  t r u l y  conv inced  t h a t  t h e  economy i s  on dead c e n t e r  and t h a t  t h e r e  
i s  some e f f e c t  t h a t  i s  going  t o  t a k e  p l a c e  w i t h  a n o t h e r  114 p o i n t  move 
i n  t h e  f u n d s  r a t e - - t h a t  it i s  go ing  t o  suddenly  s t i r  t h e  economy t o  
a c t i o n .  

CHAIRMAN GREENSPAN. John,  may I j u s t  i n t e r r u p t  a minute?  

MR. LAWARE. Yes. 

CHAIRMAN GREENSPAN. I f o r g o t  t o  m e n t i o n - - a n d  I t h i n k  you
mentioned it y o u r s e l f  a t  one p o i n t - - t h a t  i f  we move down a g a i n ,  t h e  
g e n e r a l  consensus  i s  t h a t  t h e  prime r a t e  w i l l  move. 

MR. LAWARE. Yes, I no ted  you had mentioned t h a t  a t  one 
p o i n t .  I d o n ’ t  know whether  t h a t  i s  going  t o  be what j o g s  t h i n g s  
l o o s e .  C e r t a i n l y ,  t h e  banks now have some margin  opened up f o r  them 
and it would be l o g i c a l  f o r  them t o  move by 1 / 4  p o i n t  f i n a l l y .  B u t ,  
a g a i n ,  I ’ m  n o t  s u r e  t h a t  t h a t ’ s  go ing  t o  be t h e  magic  t h i n g  t h a t ’ s  
go ing  t o  change t h e  economy o r  b r i n g  it t o  l i f e  w i t h  more v i g o r .  On 
b a l a n c e ,  I am s t i l l  r a t h e r  r e l u c t a n t  t o  make t h i s  k i n d  of  move. On 
t h e  o t h e r  hand ,  I t h i n k  i t ’ s  i m p o r t a n t  t h a t  we  seem t o  be i n  c o n c e r t .  
S o .  I ’ m  w i l l i n g  t o  go a l o n g  i f  t h e  f e e l i n g  i s  t h a t  t h i s  i s  t h e  k ind  of  
s i g n a l  t h a t  we ought  t o  be s e n d i n g .  But I ’ m  s k e p t i c a l  about  t h e  
e f f e c t s  of  t h e  s i g n a l .  

CHAIRMAN GREENSPAN. Okay. 

MR. KELLEY. Th i s  i s  Mike K e l l e y  i n  P o r t l a n d ,  Oregon. I ’ d  
l i k e  t o  come i n  a t  t h i s  p o i n t  because  t h a t  e x a c t l y  e x p r e s s e s  my 
s e n t i m e n t s ,  John .  I ’ m  w i t h  you on t h a t .  I a s k  myse l f  i f  t h i s  
combina t ion  of f a c t o r s  t h a t  we’ve been running  t h r o u g h  h e r e  t h i s  
morning i s  n o t  e x a c t l y  what one would expec t  a t  abou t  t h i s  s o r t  of  an 
i n f l e c t i o n  p o i n t  [ i n  t h e  c y c l e ] .  And I a s k  myse l f  i f  i t ’ s  n o t  t o o  
e a r l y  t o  [ d e c i d e ]  t h a t  t h e  economy r e q u i r e s  f u r t h e r  s t i m u l u s .  We have 
one good bunch o f  i n f l a t i o n  numbers and I wonder i f  t h a t ’ s  enough o f  a 
r o b i n ’ s  f l i g h t  t o  a s s u r e  us  t h a t  we  have s p r i n g .  I t h i n k  w e  should  
have had b e t t e r  i n f l a t i o n  numbers b e f o r e  now and we h a v e n ’ t :  and I 
would v e r y  much l i k e  t o  have t h e i r  b e t t e r  t o n e  v e r i f i e d  a l i t t l e  more 
t h a n  by hav ing  j u s t  one s e t  of them. A s  I l i s t e n  t o  t h e  p r e s i d e n t s
about  t h e  r e a l  economy, it seems t o  be  ve ry  mixed. n o t  d e f i n i t e l y  
down. Again ,  I s u s p e c t  t h a t  t h a t  may be  about  what one would expec t
i n  t h e  way of a r e p o r t  a t  t h i s  p o i n t .  We always f e e l  t h a t  we need 
more d a t a :  b u t  t o  me t h i s  i s  one t ime  when we r e a l l y  do need more 
d a t a .  I would p r e f e r  t h a t  we w a i t  t o  s e e  how t h i n g s  a r e  v e r i f i e d  i n  
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one direction or another. However. I do agree with John that it’s 
important--andothers have said this--thatwe show a level of 
togetherness here if we possibly can do so.  So, I would not be 
completely opposed to making a move at this time if that seems to be 
the way that we should g o .  

MR. HOSKINS. Mr. Chairman. Lee Hoskins. We had a board 

meeting yesterday and we had some talk about the fact that we don’t 

have much strength on the industrial side in our District. as you

pointed out. We don’t have any appreciable weakness or deterioration 

either. But beyond that. I have a very strong disagreement with 

moving either rate at this point in time. We have put into place what 

I consider to be a good monetary policy. And I don’t believe that we 

can alter that based on market expectations. We have trained the 

markets to react to monthly numbers, whether it’s employment numbers 

or CPI numbers. And I think that’s a bad precedent to continue to 

set. What we ought to do is to let the policy that we’ve put into 

place--which,as I said. is a good one--workits way out. If it 

proves down the road that in fact things were weaker than we thought, 

we could reassess at that point. But I really feel strongly that we 

should not train the market to react because of numbers and then react 

to their expectations [based] on those numbers. I just think that’s a 

wrong-headed policy. 


CHAIRMAN GREENSPAN. Gary Stern, I don’t know if you had a 

chance to comment. 


MR. BERNARD. Yes, he has. President McTeer [hasn’t]. 


CHAIRMAN GREENSPAN. Okay. I’m sorry. Bob McTeer. 


MR. MCTEER. Mr. Chairman, we had a board meeting yesterday
and it was neither very positive nor negative. As you know, our 
directors have been submitting a proposal for a reduction in the 
discount rate for some time now, and I would feel uncomfortable 
arguing against that in view of their position on it. But nothing was 
said in our board meeting yesterday that indicates any further 
weakness. As a matter of fact. things are better in our part of the 
world than they are in the rest of the country. 

CHAIRMAN GREENSPAN. Okay. Does anybody else have any other 
comments? Can the Board Members stay on? We have another issue that 
we have to discuss. So, gentlemen. what I hear at this particular 
stage is a mixed view or willingness to do perhaps a 114 point and 
possibly go further. In the Board meeting I think we ought to discuss 
the other issue and see if we can all come to a general conclusion 
before the day is out either to move or not to move. In any event. 
can the Board members stay on? 

MR. ANGELL. Yes. 


MR. KELLEY. Yes. sir. 


MR. LAWARE. Yes, indeed 


END OF SESSION 





